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ADDITION OF 7ZOO NEW CORE ITEMS 
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FIINANCIAL HIGHLIGHTS 





1994 
1995 
1996 


$1,132,995 
Fiscal years 


$1,448,609 (Dollars in thousands) 








] $1,764,188 






$2,134,398 
1 $2,627,325 





1994 $48,557 


1995 Eee) $73,634 





1996 | $87,818 









1997 


$115,100 


1998 & 





$144,628 


Fiscal years 
(Amounts in thousands except share, per share and other data) 





1998 1997 % Change 
Net Sales $2,627,325 $ 2,134,398 25.1 
Income before taxes on income § 231,779 S 185,017 22 
Net income S 144,628 $ 115,100 25.7 
Net income per share (a) S$ 0.84 $ 0.67 25.4 
FINANCIAL POSITION 
Assets S$ 914,838 $ 718,147 27.4 
Working capital S 358,998 $ 280,134 28.2 
Property and equipment S$ 241,445 $ 208,536 15.8 
Shareholders’ equity $ 583,896 $ 485,529 20.3 
Return on average assets (%) Ler 16.5 to 
Return on average equity (%) 27.0 25.4 6.3 
OTHER DATA 
Weighted average diluted shares outstanding (O00) (a) 171,490 172,213 
Cash dividends per common share (a) S 0.13 S 0.10 
Company stores 3,169 2,734 15.9 


(a) Based on diluted common shares as adjusted to give retroactive effect to all common stock splits 
including the split distributed on March 23, 1998, 











This annual report contains historical and forward-looking information. The forward-looking statements are made pursuant to the 
safe harbor provisions of the Private Securities Litigation Reform Act of 1995. The Company believes the assumptions underlying these 
JSorward-looking statements are reasonable; however, any of the assumptions could be inaccurate, and therefore, actual results may 

differ materially from those projected in the forward-looking statements dte to certain risks and uncertainties. 
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To OUR SHAREHOLDERS 


Dollar General’s year begins, each year, with a lot of fuming about your company’s most important document, the 
annual report to shareholders! Our management folks, significant shareholders themselves, have great 
concern that non-management shareholders understand the company’s great motivation for long-term 
shareholder return. 


Yet, this creates an annual report problem for us. Annual reports usually reflect a “theme for the year,” while our 
mission requires us to maintain a long-term perspective. Therefore, a catchy theme which changes from 
year to year doesn’t really work for us. Simply stated, that is not who we are. 


However, it does seem that this report should have a theme! 

In selecting one, we wanted to describe that we have a fundamental, 
long-term commitment to SERVING OTHERS! To us, that is a true 
mission in that it keeps us motivated to perform without ever 
achieving full closure of performance — it will always be in 
progress. 


Fiscal 1998, in my opinion, has been Dollar General's best year of 
performance inspired by mission. Only a company serious about its 
mission would have undertaken: 


e to relay every store in a mere six months in order to introduce 
700 new items (nearly one-fourth of our core mix), 

¢ to open a record 468 new stores, 

e to open a new distribution center and begin construction of 
another, and 

¢ to introduce point-of-sale scanning in every store. 


When a mission in progress causes this much “creative chaos” in 
one year, what happens to the numbers? We are glad you asked! 





Total sales for the year increased 23.1 percent to $2,627,325,000, while net income rose 25.7 percent to 
$144,628,000 — both record levels for your company. 

Same store sales increased by 8.4 percent. 

Shrink reached its lowest level in the past 14 years. 

Our directors declared two five-for-four stock splits. 


We hope you better understand that mission really matters to us. Our values permeate Dollar General’s culture 
and are the underlying thrust of our mission. 


That, dear shareholders, is Dollar General in a nutshell: a company always in progress. Bottom line results don't 
just happen at Dollar General. In your company, it is values and mission that deliver impressive results — 
and we certainly expect that to continue. 

Thank you for your support! 

Sincerely yours, 


CTA, 


Cal Turner, Jr. 
Chairman and CEO 
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PROGRESS IN OUR PAST 





Having said that our mission-directed management has a long-term orientation, we have boldly claimed to be 
different. Most retailers don’t function like that. Normally they are either “merchants” who focus on 
markup or “operators” who focus on overhead. Yet, neither mindset is necessarily strategic. 


Strategic management involves more than merely concentrating on a particular strength. It requires understanding 
customers and defining a valid niche. Management isn’t required to be brilliant but to have good listening 
and team problem solving skills. Furthermore, at Dollar General, the listening skill involves another 
critical participant — our employees. All Dollar General employees actively communicate with us because 
of their full participation in our company’s success. 


The result has been a significant change in our company; we no longer consider ourselves to be a retailer. 
Instead, we are now a customer-driven distributor of consumable basics. The dynamics of that have 
resulted in a 10-year evolution: 


e from being buyer-driven to being customer-driven; -.. OUR NICHE 

e from off-price promotions to true everyday low pricing; and IS SMALL STORE 

e from tight-fisted operations to true team management which shares CONVENIENCE 
with all employees the success of achieving a lower overhead to sales 


AND LOW PRICES. 


ratio. 





Although our strategy has changed, the customer we serve has not. Our typical customer is a female, rearing a 
family of three on a household income of $25,000 or less. Her neighborhood Dollar General Store is 
usually three to five miles from her home. Lower prices really matter to her. Although providing them 
has slightly lowered gross margins, our sales have increased smartly, positioning a lower expense to sales 
ratio. The lower expense achievement empowers this customer-pleasing cycle to continue! 


Unlike big store retailers with a niche of assortment and low prices, our small store niche is convenience and low 
prices — that is powerful and has substantial growth prospects. In fact, we believe that Dollar General 
can increase revenues in the range of 20:to 23 percent per year while increasing earnings at a slightly 
greater rate. 














These are our “forward- 
looking” statements 
about the future. Risk 
involving? Yes, of 
course. However, we 

- wanted our sharehold- 
| ers to be fully advised 
of our aggressive and 

hopeful plans! 
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INCREASE TOTAL SQUARE FOOTAGE BY MORE THAN 15% PER YEAR 
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PROGRESS IN OUR FUTURE 





Because we have not yet developed adequate infrastructure to support our growth, we are making major capital 
investments — primarily in distribution and technology. Payback on them will be impressive because 
there is great market demand for our small stores’ offering of consumable basics at true everyday low 
prices; these investments will enhance our response to that demand. 


Distribution has recently been our greatest functional constraint, and frankly, we're tired of that! Therefore, we 
have decided to double our distribution capacity in the next 18 months. We have referred to that as our 
“jump-start” of distribution. Our distribution investment is driven by our desire to: 


e increase shipping capacity both to support additional ... THERE IS GREAT MARKET 
store growth and improve in-stock levels of all stores; DEMAND FOR OUR SMALL. 
and ‘ 

e reduce transportation expense as a percent of sales. STORES OFFERING OF 
(Two-thirds of the total distribution cost is transporta- CONSUMABLE BASICS... 
tion cost!) 





We estimate the appropriate future distribution network for our company to be nine to 11 distribution centers 
serving Our current 24-state market area. 


Technology also continues to command a major capital investment. In fiscal 1999, we plan to: 





¢ implement Electronic Data Interchange (EDI) ordering with 1,000 of our vendors; and 
e invest substantially in transportation management technology resulting in 


— better flow of merchandise from vendor to customer, 
— higher in-stock levels throughout the company, and 
— lower transportation costs as a percent of sales. 


Oh yes, we also intend to open lots of new stores — some 500 to 525 in fiscal 1999! 


22 En nes 





WITH THIS PRICE POINT, 
WE OPENED THE FIRST 
DOLLAR GENERAL STORE 
IN1955. TODAY, WE HAVE 
MORE THAN 1,500 ITEMS 
PRICED AT $1 OR LESS — 
PROVING THAT THE MOST 
POWERFUL PRICE OF ALL 
IS STILL $1. 
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PROGRESSIVE VALUES 


Ironically, we regard ourselves to be strongest in our area of greatest strategic limitation, the development of 


human capital. 


In the people-centered dynamic of retailing, the most difficult part of the business to do well is the people part! 
Therefore, it is the culture of retailing which largely determines long-term success or failure. Of course, 
one must have the right merchandise at the right price and in stock in the various places of need. Yet, 
even doing that with merchandising genius, innovative processes and technology would fail without the 
dedication and commitment of employees. It is they who are a retailer's strategic “stock in trade.” 


The values of Dollar General are, therefore, our greatest strategic asset, providing focus in all three of the critical 


dynamics of recruiting, training and development of human capital. 


Our values define our recruiting parameters. We believe in build- 
ing our company with persons who: 


e have a living commitment to moral integrity; 

e have an enthusiastic sense of mission; 

e have a sense of humor and mature assessment of themselves; 
¢ model total development in their lives; and. 

e respect the creative potential of others. 


Our training is done in a positive environment which emphasizes strengths, rather than dwelling on 
weaknesses in an environment of guilt or blame. Training at Dollar General is centered on teaching 
the communication skills of leadership: both a one-on-one technique of creative listening and a creative 


team problem solving process. 


Without question, our training agenda needs to be brought deeper into our company for its fullest effect. 
Enhanced training in both stores and distribution centers will be among our top priorities in fiscal 1999. 
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At Dollar General we are interested in the total development of our 
employees —— not surprising for a values-based company! 


Performance development review and succession planning ensure that 
our management team will continue to fill the organizational gaps created 


by growth. 


Our values are the true foundation for our future success. They establish 
a culture throughout the company. We are convinced that these values, 
firmly in place, will insure that Dollar General will be a company in 


progress for many years to come. 


























THE VALUES OF 
DOLLAR GENERAL ARE, 
THEREFORE, OUR 
GREATEST STRATEGIC 
ASSET... 
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ELEVEN YEAR SUMMARY 
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1987 HEB $6,502 

1989 GE $10,015 

1990 ($12,377 

1991 EE) $14,616 

1992 EE $21,502 

1993 Ea $35,574 

1994 a $48,557 

195 i $73,634 

1) ee $87,818 

1997 eee $115,100 
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NET INCOME 





1937 GR $588,436 

1959 Ga $612,985 

1990 (x $615,148 

1991 a $053,151 

1902 GE «$754,426 

1993 EE $920,098 

194 Gi $1,132,995 

1995 i >) .448,609 

196 me $1 764,188 

1097 mm $2,134,398 
[OOM EST e aT nan nee ee na 2.027.525 


NET SALES 





(Amounts in thousands except share, per share and operating data) 


Jan. 30,1998 = Jan. 31, 1997 —_ Jan. 31, 1996 Jan. 31, 1995 


SUMMARY OF OPERATIONS 


Net Sales $2,627,325 $ 2,134,398 $1,764,188 $ 1,448,609 
Gross Profit S$ 742,135 $ 604,795 $ 503,619 $ 420,679 
Income before taxes on income $ 231,779 $ 185,017 $ 141,546 $ 118,288 
Net income S 144,628 $ 115,100 $ 87,818 $ 73,634 
Net income as a % of sales 5.5 5.4 5.0 5.1 
PER DILUTED SHARE RESULTS 

Net income (a) S 0.84 $ 0.67 $ 0.51 $ 0.44 
Cash dividends per common share (a): S 0.13 $ 0.10 $ 0.08 $ 0.07 
Weighted average shares (a) 171,490 172213 171,288 168,479 
FINANCIAL POSITION 

Assets S$ 914,838 $ 718,147 $ 679,996 $ 540,868 
Long-term debt S 1,294 $ 2,582 $ 3,278 $ 4.767 
Shareholders’ equity S$ 583,896 $ 485,529 $ 420,011 $ 323,756 
Return on average assets (%) Ly 16.5 14.4 15.7 
Return on average equity (%) 27.0 25.4 23.6 20.1 
OPERATING DATA 

Retail stores at end of period 3,169 2,734 2,416 2,059 
Year-end selling square foot (O00) 20,112 17,480 15,302 12,726 
Hardlines sales % 82 75 70 66 
Softlines sales % 18 25 30 34 


(a) As adjusted to give retroactive effect to all common stock splits including the split distributed on March 23, 1998. 
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SHAREHOLDERS’ EQUITY 








Jan. 31, 1994 


$1,132,995 
$ 325,998 
$ 78,004 
$ 48,557 
4.3 

$ 0.30 
$ 0.05 
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Jan. 31, 1993 


$920,698 
$ 267,109 
$ 58,222 
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Be 
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Jan. 31, 1992 
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$ 16,164 
$ 10,015 
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MARKET AREA 





Numbers indicate total number of stores 


per state as of January 30, 1998. 





TOTAL NUMBER OF STORES: 3,169 


Distribution Center 
Ardmore, Oklahoma 


Executive Offices 


Nashville, Tennessee 


Distribution Center 


South Boston, Virginia 


Administrative Offices 
Distribution Center 


Scottsville, Kentucky 


Distribution Center (opening in July 1998) 


Distribution Center Indianola, Mississippi 


Homerville, Georgia 
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


This discussion and analysis contains both historical and forward-looking information. The forward-looking state- 
ments are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. 
Although the Company believes that the assumptions underlying the forward-looking statements contained herein 
are reasonable, any of the assumptions could be inaccurate, and therefore, there can be no assurance that the for- 
ward-looking statements included herein will prove to be accurate. Forward-looking statements may be significant- 
ly impacted by certain risks and uncertainties, including, but not limited to: general transportation and distribution 
delays or interruptions; inventory risks due to shifts in market demand; changes in product mix; interruptions in 
suppliers' operations; costs and delays associated with building, opening and operating new distribution centers; 
and the other risk factors set forth in this Annual Report. The Company undertakes no obligation to publicly 
release any revisions to any forward-looking statements contained herein to reflect events or circumstances occur- 
ring after the date hereof or to reflect the occurrence of unanticipated events. 


The following text contains references to years 1999, 1998, 1997 and 1996 which represent fiscal years ending 
January 29, 1999, January 30, 1998 and January 31, 1997 and 1996, respectively. This discussion and analysis 
should be read in conjunction with, and is qualified in its entirety by, the consolidated financial statements, 
including the notes thereto. 


GENERAL 


During 1998, Dollar General achieved record sales and earnings and continued its rapid pace of new store open- 
ings. In addition, the Company continued to lower its SG&A expense, as a percentage of net sales. 


For the tenth consecutive year, the Company increased its total number of store units. By adding a net 435 units, 
the Company ended the year with 3,169 stores. This increase in store units represents the largest number of annu- 
al new store openings in the Company's history. Despite the start-up costs associated with opening these stores, 
the minimum wage increase and the store remodeling costs associated with the Company's addition of 700 new 
consumable basic items, the Company increased earnings per diluted share by more than 15% for the eleventh 
consecutive year. From 1994 through 1998, the Company had a compound annual growth rate in net sales and net 
income of 23.4% and 31.4%, respectively. 


The Company opened 468 new stores in 1998, compared with 360 in 1997 and 397 in 1996. The 1998 new stores, 
net of 33 closed stores, added approximately 2,632,000 selling square feet to the Company's total sales space, pro- 
viding the Company with an aggregate of approximately 20,112,000 selling square feet at the end of the year. The 
average store measured 6,400 selling square feet in 1998 and 1997 and 6,300 selling square feet in 1996. The four 
states in which the greatest number of new stores were opened during 1998 were Texas (76), Alabama (36), 
Georgia (29) and Illinois (29). In 1998, the approximate size of the average new store was 6,200 selling square 
feet, the same as the 1997 average. In 1999, the Company anticipates opening approximately 500 to 525 new 
stores within its current 24-state market with a focus on store openings within 250 miles of a distribution center. 
In 1998, the Company remodeled or relocated 195 stores, compared with 168 in 1997 and 311 in 1996. During the 
last three years, the Company opened, remodeled, or relocated 1,899 stores, accounting for approximately 60% of 
the total stores at January 30, 1998. 


Customer demand continues to dictate an intensified focus on everyday low prices and consumable basic mer- 
chandise, which resulted in the Company's sales mix further shifting to hardlines from softlines during the year 
(82% hardlines/18% softlines in 1998; 75% hardlines/25% softlines in 1997; 70% hardlines/30% softlines in 1996). In 
1998, the Company increased its focus on consumable basic merchandise by adding 700 new, faster-turning con- 
sumable items to its merchandise mix and refurbishing more than 2,400 stores to a new prototype. The new store 
prototype and related product mix reflects a 65% hardlines/35% softlines space allocation versus the 50%/50% 
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allocation in 1997. Management believes that during 1999 the softlines sales mix will increase slightly as a percent- 
age of net sales. To support the mix change, the Company will increase the selection of quality basic apparel 
without increasing the current square footage allocation to softline merchandise. The Company will add five new 
programs of basic apparel in a full range of sizes for the entire family. 


In June 1997, the Company opened its fourth distribution center, a 718,000 square foot center located in South 
Boston, Virginia, with minimal disruption to its flow of merchandise to the stores. In addition, the Company com- 
pleted the expansion of its Scottsville, Kentucky Distribution Center by 217,000 square feet in September 1997. 
The Company plans to open a fifth distribution center (800,000 square feet) in Indianola, Mississippi in July 1998. 
To better support its rapidly growing store base and improve distribution efficiency, the Company expects to open 
two new distribution centers (each measuring approximately 1,000,000 square feet) which are anticipated to be 
operational within 18 months. The Company will also expand its South Boston, Virginia Distribution Center by 
484,000 square feet and its Homerville, Georgia Distribution Center by 190,000 square feet. Additionally, the 
Company is planning to lease a separate facility dedicated to serving the initial stocking needs of new stores. 
Management believes this additional distribution capacity will eliminate the need for outside warehouses during 
peak, seasonal shipping periods and accommodate planned store growth. 


In 1999, the Company will continue to work on the implementation of several technology projects that began in 
1997, including a new merchandising system and a new general ledger system. In 1998, the Company installed 
point of sale (POS) scanners in all store locations. In 1999, the Company will implement electronic data inter- 
change purchase ordering with approximately 1,000 core vendors. The Company will also partner with 50 of its 
top vendors and work directly with the logistics personnel of these vendors to improve the supply chain. 
Management expects this program to lower costs for both parties, balance store inventories, increase inventory 
turns and improve in-stock levels. 


In 1998, the Company entered into a transportation agreement with Werner Enterprises to provide dedicated truck- 
ing, logistics and trailer maintenance services. Management expects this relationship to lower costs and improve 
service during peak, seasonal shipping periods. 


During 1998, inventory shrinkage continued to improve significantly, declining to 2.2% of net sales, from 2.7% in 
1997. Management attributes much of this improvement to a reduction in employee turnover and the implementa- 
tion of cycle inventories which permitted the booking of actual inventory shrinkage throughout the year instead of 
only at year-end. This process allows for the early identification of adverse trends that can be addressed immedi- 
ately. 


In 1997, the federal minimum wage law was changed to increase minimum wage from $4.75 per hour to $5.15 
per hour effective September 1, 1997. The Company believes the financial impact of the minimum wage increase 
to SG&A expense for 1998 was offset by increases in sales and employee productivity. 


RESULTS OF OPERATIONS 


Net Sales 


Net sales totaled $2.63 billion for 1998, $2.13 billion for 1997 and $1.76 billion for 1996. These totals represent 
annual increases of 23.1% in 1998, 21.0% in 1997 and 21.8% in 1996. These increases resulted from 435 net new 
stores and a same-store net sales increase of 8.4% for the 52 week period ending January 30, 1998, 318 net new 
stores and a same-store net sales increase of 8.2% in 1997, and 357 net new stores and a same-store net sales 
increase of 5.1% in 1996. The Company defines same-stores as those which were opened before the beginning of 
the prior fiscal year and have remained open throughout both the prior and current fiscal years. 
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Gross Profit 

Gross profit for 1998 was $742.1 million, compared with $604.8 million in 1997 and $503.6 million in 1996. Gross 
profit, as a percentage of net sales was 28.3% for 1998 and 1997, and 28.5% for 1996. The 1998 result reflects the 
further shift in sales mix to hardlines and higher freight costs associated with the distribution of 700 new faster- 
turning items, which were partially offset by significantly lower store inventory shrinkage and markdowns. 
Management believes that gross margin may continue to decline slightly, as a percentage of net sales, in 1999. 





Selling, General and Administrative Expense 

The Company lowered its SG&A expense, as a percentage of net sales, to 19.3% in 1998 from 19.4% in 1997. 
SG&A expense for 1998 was $506.6 million, compared with $415.1 million in 1997 and $354.7 million in 1996. 
Total SG&A expense increased 22.0% in 1998, compared with 1997, primarily from opening and operating 435 net 
new stores. The lower SG&A expense, as a percentage of net sales, achieved in 1998 primarily resulted from (i) 
improved labor productivity and individual store level controls, (ii) lower advertising costs through the elimination 
of the "spring" direct-mail circular, and (iii) lower self-insurance expense which was primarily the result of 
improved claims prevention and management. All other expense categories remained relatively flat as a percent of 
net sales. 


Total SG&A expense increased 17.3% in 1997, compared with 1996, primarily from opening and operating 318 net 
new stores. The SG&A expense as a percentage of net sales of 19.4% in 1997, compared with 20.1% in 1996, was 
the result of improved store labor productivity, lower advertising costs and lower self-insurance expense. 


Interest Expense 

In 1998, interest expense decreased 19.2% to $3.8 million, compared with $4.7 million in 1997 and $7.4 million in 
1996. This decrease was primarily the result of improved accounts payable management and better payment 
terms. Daily average total debt outstanding equaled $74.8 million during 1998, compared with $88.0 million in 
1997 and $104.3 million in 1996. 


Provision for Taxes on Income 
The effective income tax rates for 1998, 1997 and 1996 were 37.6%, 37.8% and 38.0%, respectively. The Company 
anticipates its 1999 tax rate will decrease slightly as a result of state tax planning initiatives. 


Return on Equity and Assets 
The ratio of net income to average shareholders' equity was 27.0% in 1998, compared with 25.4% in 1997 and 
23.6% in 1996. Return on average assets was 17.7% in 1998, compared with 16.5% in 1997 and 14.4% in 1996. 


LIQUIDITY AND CAPITAL RESOURCES 


Working Capital 

Working capital increased to $359.0 million in 1998, compared with $280.1 million in 1997 and $262.5 million in 
1996, or an increase of 28.2% in 1998, 6.7% in 1997 and 30.5% in 1996. The year-end current ratio was 2.2 in 1998 
and 1997 and 2.0 in 1996. 


Cash Flows from Operating Activities 

Net cash provided by operating activities was $139.1 million in 1998, compared with $170.1 million in 1997 and 
compared with net cash used by operations of $17.8 million in 1996. The cash generated from net income before 
depreciation and deferred taxes was offset partially by increased inventory levels. The higher level of inventory 
was the result of the additional inventory required to stock the Virginia Distribution Center and 435 net new stores. 
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The favorable 1997 year-end net cash provided was driven by cash generated from net income before deprecia- 
tion and deferred taxes coupled with the lower amount of cash used to purchase merchandise. The lower inven- 
tory level was the result of reduced softline merchandise purchases. 


Cash Flows from Investing Activities 


Capital expenditures in 1998 totaled $107.7 million, compared with $84.4 million in 1997 and $60.5 million in 
1996. The Company opened 468 new stores and relocated or remodeled 195 stores at a cost of $39.4 million in 
1998. The Company also refurbished more than 2,400 stores to support the new merchandise mix at a cost of 
$11.9 million and installed POS scanners in all stores at a cost of $11.4 million. Capital expenditures during 1997 
and 1996 for new, relocated and remodeled stores totaled $27.0 million and $33.3 million, respectively. 


Cash flows from investing activities increased as a result of the cash provided from the $33.8 million sale/ lease- 
back of the Virginia Distribution Center. 


Distribution-related capital expenditures totaled $26.2 million in 1998 resulting primarily from the costs associated 
with the expansion of the Kentucky Distribution Center and the purchase of new trailers. In 1997, the Company 
spent $38.6 million primarily for costs associated with the construction of the Virginia Distribution Center. In 1996, 
the Company spent $16.8 million for expansion of existing distribution centers and the purchase of new distribu- 
tion trailers. 


Capital expenditures during 1999 are projected to be $100 to $125 million. This includes approximately $59 mil- 
lion for new stores, remodels and relocations; $28 million for upgrades of the current distribution centers; and $11 
million for transportation equipment and logistics technology. The Company believes that its capital expenditure 
requirements in 1999 will be met through internally generated funds. 


Cash Flows from Financing Activities 


Total debt at year-end (including current maturities and short-term borrowings) was $24.7 million in 1998, $43.1 
million in 1997 and $77.0 million in 1996. Long-term debt at January 30, 1998, was $1.3 million, a decrease of $1.3 
million from 1997 and $2.0 million from 1996. The ratio of total debt (including current maturities and short-term 
borrowings) to equity decreased to 4.2% in 1998 from 8.9% in 1997, primarily as a result of lower average borrow- 
ing levels and interest rates. Also the average daily use of short-term debt decreased $13.2 million in 1997 to $74.8 
million in 1998. 


Because of the significant impact of seasonal buying (e.g., Spring and December-holiday purchases), the 
Company's working capital requirements vary significantly during the year. These working capital requirements 
were financed by short-term borrowings under the Company's $175 million revolving credit/term loan agreement 
and short-term bank lines of credit totaling $175 million at January 30, 1998. The Company's maximum outstand- 
ing short-term indebtedness in 1998 was $196 million in November 1997. Short-term bank lines of credit will be 
up for renewal at various dates throughout 1999, and the Company currently anticipates all of these agreements 
will be renewed. 


During 1998, the Company renegotiated its revolving credit/term loan facility and negotiated a $100 million lever- 
aged lease facility. The revolving credit/term loan facility, along with short term bank lines of credit, will be used 
to fund working capital needs, open market stock repurchases and general corporate needs. The leveraged lease 
facility will be used to meet capital requirements related to construction of new stores, the new Mississippi 
Distribution Center and the new corporate headquarters complex in Goodlettsville, Tennessee. In March 1998, the 
Company renegotiated its revolving credit/term loan facility and negotiated an additional $125 million under its 
leveraged lease facility. This provides available credit of $175 million under the revolving credit loan facility and 
$225 million under the leveraged lease facility. The increase in the leveraged lease facility provides capital for the 
planned two additional distribution centers and the opening of new stores. These two credit facilities will expire 
September 2, 2002, and they contain financial covenants similar to the Company's existing credit facilities. 
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EFFECTS OF INFLATION AND CHANGING PRICES 


The Company believes that inflation and/or deflation had a minimal impact on its overall operations during 1998, 
1997 and 1996. In particular, the effect of deflation on cost of goods sold has been minimal as reflected by the 
small decline in LIFO reserves in 1998, 1997 and 1996. 


ACCOUNTING PRONOUNCEMENTS 


The Company will adopt Statement of Financial Accounting Standards (SFAS) No. 131 "Disclosures about Segments 
of an Enterprise and Related Information" for the year ended January 29, 1999. Management does not believe 
adoption of this standard will have a significant impact on the Company's financial reporting. 


YEAR 2000 


The Company has considered the impact of the year 2000 on its computer systems and applications. An action 
plan has been developed which includes establishing a task force to evaluate the Company's major vendors! year 
2000 compliance. The Company is in the process of installing a new, previously planned general ledger system 
that will be year 2000 compliant. Previously planned software and equipment upgrades and revisions are expected 
to remedy year 2000 compliance issues. The Company believes the impact of the year 2000 and related costs of 
compliance will not have any material impact on its operations or liquidity. 
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REPORT OF MANAGEMENT 


The management of Dollar General Corporation is responsible for the preparation of the consolidated financial 
statements and other information contained in this Annual Report to Shareholders. The financial statements were 
prepared in accordance with generally accepted accounting principles and include amounts that are necessarily 
based upon management's best estimates and judgments, as appropriate. The Company’s independent auditors, 
Deloitte & Touche LLP, consider the Company’s internal control systems for the purpose of determining the 
nature, timing and extent of procedures necessary for expressing an independent opinion as to the fairness of the 
presentation of the consolidated financial statements. Their report is presented herein. 


The Company maintains internal control systems, policies and procedures designed to provide reasonable 
assurance that assets are safeguarded, transactions are executed in accordance with management's authorization 
and properly recorded, and accounting records may be relied upon for the preparation of financial information. 
The internal control systems, including an internal audit function, contain self-monitoring mechanisms, and actions 
are taken to correct deficiencies as they are identified. Even an effective internal control system, no matter how 


well designed, has inherent limitations and, therefore, can provide only reasonable assurance with respect to 
financial statement preparation. 


The Board of Directors has an Audit Committee comprised entirely of outside directors. The Committee meets 
periodically and independently with management, internal auditors and Deloitte & Touche LLP to discuss and 
review the Company’s consolidated financial statements and internal control structure. In addition, the full Board 
regularly reviews management reports covering all aspects of the Company’s financial condition. Both the internal 
auditors and Deloitte & Touche LLP have unrestricted access to the Audit Committee. 


/ 
Cal Turner, Jr. Phil Richards 
Chairman and Chief Executive Officer Vice President and Chief Financial Officer 
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REPORT OF INDEPENDENT ACCOUNTANTS 


To the Board of Directors and Shareholders of Dollar General Corporation 
Nashville, Tennessee 


We have audited the accompanying consolidated balance sheet of Dollar General Corporation and subsidiaries as 
of January 30, 1998, and the related consolidated statements of income, shareholders’ equity, and cash flows for 
the year then ended. These consolidated financial statements are the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. The 
consolidated financial statements of the Company for the years ended January 31, 1997 and 1996, were audited by 
other auditors whose report, dated March 5, 1997, expressed an unqualified opinion on those statements. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the consolidated financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall consolidated 
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. 


In our opinion, the 1998 consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of Dollar General Corporation and subsidiaries as of January 30, 1998, and the results of its 
operations and its cash flows for the year then ended in conformity with generally accepted accounting principles. 


/ 


Doethe ¢ turk ALP 


Nashville, Tennessee 
February 24, 1998 
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BALANCE SHEETS 


CONSOLIDATED BALANCE SHEETS 
At January 30, 1998, and January 31, 1997 
(Dollars in thousands except per share amounts) 


Assets 

Current assets: 
Cash and cash equivalents 
Merchandise inventories 
Deferred income taxes 
Other current assets 


Total current assets 
Property and equipment, at cost: 
Land 
Buildings 
Furniture, fixtures and equipment 


Less accumulated depreciation 
Net property and equipment 
Other assets 


Total assets 


Liabilities and Shareholders' Equity 
Current liabilities: 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Accrued expenses 
Income taxes 


Total current liabilities 
Long-term debt 
Deferred income taxes 


Commitments and contingencies 
Shareholders! equity: 
Preferred stock, stated value $.50 per share: 
Shares authorized: 5,000,000 
Issued: 1998-1,716,000; 1997-1,716,000 
Common Stock, par value $.50 per share: 
Shares authorized: 200,000,000 
Issued: 1998-167,052,000; 1996-106,210,000 
Additional paid-in capital 
Retained earnings 


Less treasury stock, at cost: 
Shares: 1998-26,180,000; 1997-16,755,000 


Total shareholders! equity 


Total liabilities and shareholders’ equity 


1998 


$ 7,128 
631,954 
5,743 
21,884 


666,709 


5,698 
46,061 
340,152 


391,911 
150,466 


241,445 
6,684 
$914,838 


$ 1,450 
21,933 
179,958 
92,027 
12,343 


307,711 
1,294 
21,937 


858 


83,526 
379,954 
320,085 


784,423 


200,527 


583,896 
$914,838 


The accompanying notes are an integral part of the consolidated financial statements. 
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: 1997 


$ 6,563 
476,103 
3,689 
18,244 


504,599 


240 
39,828 
281,849 


321,917 
113,381 


208,536 
5,012 
$ 718,147 


$. 2,030 
38,409 
103,523 
70,441 
10,002 


224,465 
2,982 
5,571 


858 


53,105 
329,948 
302,145 


686,056 


200,527 
485,529 
$ 718,147 


INCOME STATEMENTS 


CONSOLIDATED STATEMENTS OF INCOME 
For the years ended January 30, 1998, and January 31, 1997 and 1996 
(Dollars in thousands except per share amounts) 


1998 1997 1996 
% of Net % of Net % of Net 
Amount Sales Amount Sales Amount Sales 
Net sales $2,627,325 100.0% $ 2,134,398 100.0% $ 1,764,188 100.0% 
Cost of goods sold 1,885,190 71.8 1,529,603 Tih 1,260,569 71.5 
Gross profit 742,135 28.3 604,795 28.3 503,619 28.5 
Selling, general and 
administrative 506,592 19.3 415,119 19.4 354,712 20.1 
Operating profit 235,543 9.0 189,676 8.9 148,907 8.4 
Interest expense 3,764 0.1 4,659 0.2 7,361 0.4 
Income before taxes 
on income 231,779 8.8 185,017 8:7 141,546 8.0 
Provisions for taxes 
on income 87,151 3.3 69,917 3.3 53,728 3.0 
Net income S 144,628 5.5% $3 2375-100 5.4% $ 87,818 5.0% 
Diluted earnings per share S 0.84 $ 0.67 $ 0.51 
Weighted average diluted 
shares (000) 171,490 172,213 171,288 
Basic earnings per share S 1.00 $ 0.80 $ 0.61 


The accompanying notes are an integral part of the consolidated financial statements. 
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SHAREHOLDERS EQUITY 


CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 
For the years ended January 30, 1998, and January 31, 1997 and 1996 
(Amounts in thousands except per share amounts) 


Additional 
Preferred Common Paid-in Retained Treasury 
Stock Stock Capital Earnings Stock 
Balances, January 31, 1995 $ 858 $ 33,971 $ 283,323 $ 207,436 $ 201,832 
Net Income 87,818 
5-for-4 stock split, April 26, 1996 8,552 (8,552) 
Cash dividends, $0.20 per common share (11,463) 
Cash dividends, $1.13 per preferred share (1,930) 
Issuance of common stock under employee 
stock incentive plans (462,000) 231 4,435 
Reissuance of treasury stock 
under employee stock incentive 
plans (748,000 common shares) 7,515 (1,305) 
Tax benefit from exercise of options 4,932 
Transfer to employee stock ownership 
plan (16,000 common shares) 8 404 
Balances, January 31, 1996 $ 858 $ 42,762 $ 303,609 $ 273,309 $ 200,527 
Net Income 115,100 
5-for-4 stock split, February 12, 1997 10,621 (10,621) 
Cash dividends, $0.20 per common share (14,442) 
Cash dividends, $1.41 per preferred share (2,413) 
Issuance of common stock 
under employee stock incentive 
plans (1,418,000 common shares) 709 17,019 
Tax benefit from exercise of options 8,809 
Repurchase of common stock (2,000,000 shares) (1,000) (58,788) 
Transfer to employee stock ownership 
plan (26,000 common shares) 13 511 
Balances, January 31, 1997 $ 858 $ 53,105 $ 329,948 $ 302,145 $ 200,527 
Net Income 144,628 
5-for-4 stock split, September 22, 1997 13,416 (13,416) 
5-for-4 stock split, March 23, 1998 16,705 (16,705) 
Cash dividends, $0.17 per common share (19,170) 
Cash dividends, $1.90 per preferred share (3,269) 
Issuance of common stock 
under employee stock incentive 
plans (2,560,000 common shares) 1,280 29,566 
Tax benefit from exercise of options 19,855 
Repurchase of common stock (1,991,000 shares) (995) (74,128) 
Transfer to employee stock ownership 
plan (30,000 common shares) 15 585 
Balances, January 30, 1998 $858 $83,526 $379,954 $320,085 $200,527 


The accompanying notes are an integral part of the consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


For the years ended January 30, 1998, and January 31, 1997 and 1996 


(Amounts in thousands) 


Cash flows from operating activities: 
Net income : 
Adjustments to reconcile net income to net 
cash provided by (used in) operating activities: 

Depreciation and amortization 
Deferred income taxes 

Change in operating assets and liabilities: 
Merchandise inventories 
Accounts payable 
Accrued expenses 
Income taxes 
Other 


Net cash provided by (used in) operating activities 


Cash flows used in investing activities: 
Purchase of property and equipment 
Proceeds from sale of property and equipment 


Net cash used in investing activities 


Cash flows from financing activities: 
Issuance of short-term borrowings 
Repayments of short-term borrowings 
Issuance of long-term debt 
Repayments of long-term debt 
Payment of cash dividends 
Proceeds from exercise of stock options 
Repurchase of common stock 
Tax benefit from stock option exercises 
Other 


Net cash (used in) provided by financing activities 


Net increase (decrease) in cash and 
cash equivalents 
Cash and cash equivalents, beginning of year 


Cash and cash equivalents, end of year 


Supplemental cash flow information 
Cash paid during year for: 

Interest 

Income taxes 


The accompanying notes are an integral part of the consolidated financial statements. 


1998 


S$ 144,628 


38,734 
14,312 


(155,851) 


76,435 
21,586 
2,341 


(3,066) 


139,119 


(107,700) 


33,811 


(73,889) 


166,180 


(182,716) 


190 


(2,058) 
(22,440) 


30,847 


(75,123) 


19,855 
600 


(64,665) 


565 
6,563 


S°) 7,128 


$ 4,608 
S 50,831 


1997 


$ 115,100 


30,905 
10,878 


(84,411) 
0 
(84,411) 


193,692 
(227,369) 
1,677 
(1,879) 
(16,8506) 
17,729 
(59,788) 
8,809 
524 
(83,461) 
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S$ 6,563 


Ss) 576) 
$ 55.646 


1996 


$ 87,818 


25,245 
(593) 


(132,251) 
(8,499) 
1,062 
9,547 
(98) 


(17,769) 


(60,521) 
0 
(60,521) 


150,109 
(107,563) 

0 
(1,394) 
(13,393) 

13,486 

(0) 

7,932 

412 


49 589 


(28,701) 
33,045 


§ . 4.344 


$ 7.745 
$ 306.854 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. ACCOUNTING POLICIES: 


The Company sells general merchandise on a retail basis through 3,169 stores at January 30, 1998, located pre- 
dominantly in small towns in the midwestern and southeastern United States. The Company has distribution cen- 
ters in Scottsville, Kentucky; Homerville, Georgia; Ardmore, Oklahoma; South Boston, Virginia; and Indianola, 
Mississippi (under development). 


Basis of presentation 

The Company's fiscal year ends on the last Friday in January. The Company's current fiscal year end was 
established for the year ended January 31, 1997. The following notes contain references to years 1998, 1997 
and 1996 which represent fiscal years ended January 30, 1998, and january 31, 1997 and 1996, respectively. 
The consolidated financial statements include all subsidiaries. Inter-company transactions have been eliminated. 


Cash and cash equivalents 
Cash and cash equivalents include highly liquid investments with original maturities of three months or less. 


Inventories 

Inventories are stated at cost using the retail last-in, first-out (LIFO) method which is not in excess of market. 
The excess of current cost over LIFO cost was $16.4 million, $18.4 million, and $20.6 million at January 30, 
1998, and January 31, 1997 and 1996, respectively. LIFO reserves decreased by $2.0 million in 1998, $2.2 mil- 
lion in 1997, and $1.6 million in 1996. 


Pre-opening costs 
Pre-opening costs for new stores are expensed as incurred. 


Property and equipment 

Property and equipment are recorded at cost. The Company provides for depreciation of buildings and equip- 
ment On a straight-line basis over the following estimated useful lives: buildings, 40 years; furniture, fixtures 
and equipment, 3 to 10 years. Depreciation expense was $38.5 million, $30.8 million, and $25.1 million in 
1998, 1997 and 1996, respectively. 


Insurance claims provisions 

In 1996, the Company established The Greater Cumberland Insurance Company, a Vermont-based, wholly- 
owned subsidiary captive insurance company, This insurance company charges Dollar General's subsidiary 
companies competitive premium rates to insure workers' compensation and non-property general liability 
claims risk. The insurance company currently insures no unrelated third-party risk. 


The Company retains a significant portion of the risk for its workers' compensation, employee health insur- 
ance, general liability, property, and automobile coverages. Accordingly, provisions are made for the 
Company's actuarially determined estimates of future claim costs for such risks. To the extent that subsequent 
claim costs vary from those estimates, current earnings are charged or credited. 


Income taxes 

The Company reports income taxes in accordance with SFAS No. 109, "Accounting for Income Taxes." Under 
SFAS No. 109, the asset and liability method is used for computing future income tax consequences of events 
which have been recognized in the Company's consolidated financial statements or income tax returns. 
Deferred income tax expense or benefit is the change during the year in the Company's deferred income tax 
assets and liabilities. 
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NOTES 


° Management estimates 
The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the 
reported amounts of revenues and expenses during the reporting period. Actual results could differ from 
those estimates. 


2. CASH AND SHORT-TERM BORROWINGS: 


The cash management system provides for daily investment of available balances and the funding of outstanding 
checks when presented for payment. Outstanding but unpresented checks totaling $65.5 million and $45.9 million 
at January 30, 1998 and January 31, 1997, respectively, have been included in accounts payable. Upon presenta- 
tion for payment, they will be funded through available cash balances or the Company's revolving credit/term 
loan agreement. 


The Company had seasonal lines of credit with banks totaling $175.0 million at January 30, 1998, and $170.0 mil- 
lion at January 31, 1997. The lines are subject to periodic review by the lending institutions which may increase or 
decrease the amounts available. There were borrowings outstanding under these lines of $1.9 million at January 
30, 1998 and $8.5 million at January 31, 1997. 


The Company also has a-$175.0 million revolving credit/term loan agreement which expires in September 2002. 
Borrowings under the revolver were $20.0 million and $30.0 million at January 30, 1998, and January 31, 1997, 
respectively. Interest rates on amounts borrowed under this agreement can float with the prime commercial lend- 
ing rate or can be fixed not to exceed the relevant adjusted LIBOR rate plus 0.225%. 


The weighted average interest rates for all short-term borrowings were 5.7% and 5.6% at January 30, 1998 and 
January 31, 1997, respectively. The revolving credit loan agreement contains certain restrictive covenants. At 
January 30, 1998, the Company was in compliance with all such covenants. 


At January 30, 1998 and January 31, 1997, the Company had outstanding letters of credit totaling $66.5 million and 
$59.3 million, respectively. 


34. ACCRUED EXPENSES: 


Accrued expenses consist of the following: 


(In thousands) 1998 1997 
Compensation and benefits $33,536 $24,976 
Taxes (other than taxes on income) 18,887 8,392 
Insurance 25,644 25,785 
Other 13,960 11,288 
Total accrued expenses $92,027 $70,441 
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4. INCOME TAXES: 


The provision for taxes consists of the following: 


(In thousands) 


Currently payable: 
Federal 
State 


Total currently payable 


Deferred: 
Federal 
State 


Total deferred 


Total provision 


1998 


$68,177 
4,662 


72,839 


13,503 
809 


14,312 
$87,151 


1997 


$54,015 
5,604 


59,619 


8,710 
1,588 


10,298 
$69,917 


1996 


$46,758 
7,563 


54,321 


(500) 
(93) 


(593) 
$53,728 


Deferred tax expense is recognized for the future tax consequences of temporary differences between the 
amounts reported in the Company's financial statements and the tax basis of its assets and liabilities. Differences 
giving rise to the Company's deferred tax assets and liabilities are as follows: 


(In thousands) Assets 
Inventories $ 3,008 
Property and equipment 0 
Accrued insurance 1,967 
Other 768 
Total deferred taxes S 5,743 


Reconciliation of the federal statutory rate and the effective income tax rate follows: 


Federal statutory rate 

State income taxes, net of federal 
income tax benefit 

Tax credits 

Other 


Effective income tax rate 


5. EARNINGS PER SHARE: 


1998 


Liabilities 


$ 


268 


20,969 


0 
700 


S$ 21,937 


1998 


35.0% 


2.7 


(0.1) 


0.0 


37.6% 


Assets 
$ 956 


2,008 
725 


$ 3,689 


1997 
35.0% 


2.8 
0.0 
0.0 


37.8% 


Liabilities 


$ 0 

5,432 
> SQ 
139 


$ 5,571 


1996 
35.0% 


3.4 
(0.2) 
(0.2) 


38.0% 


Amounts are in thousands, except per share data and shares have been adjusted for the March 23, 1998, and 


September 22, 1997, five-for-four common stock splits. 
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1998 
Per-Share 
Income Shares Amount 
Net Income $144,628 
Less: preferred stock dividends 3,269 
Basic Earnings per Share 
Income available to common shareholders $141,359 141,200 $1.00 
Stock options outstanding 4,110 
Convertible preferred stock 3,269 26,180 
Diluted Earnings per Share 
Income available to common shareholders 
plus assumed conversions $144,628 171,490 $0.84 
1997 
Per-Share 
Income Shares Amount 
Net Income $115,100 
Less: preferred stock dividends 2,413 
Basic Earnings per Share 
Income available to common shareholders $112,687 140,895 $0.80 
Stock options outstanding 5,138 
Convertible preferred stock 2,413 26,180 
Diluted Earnings per Share 
Income available to common shareholders 
plus assumed conversions $115,100 172,213 $0.67 
1996 
Per-Share 
Income Shares Amount 
Net Income $87,818 
Less: preferred stock dividends 1,930 
Basic Earnings per Share 
Income available to common shareholders $85,888 139,095 $0.61 
Stock options outstanding D413 
Convertible preferred stock 1,930 26,180 
Diluted Earnings per Share 
Income available to common shareholders 
plus assumed conversions $87,818 171,288 $0.51 
RO 
.% C. 
“(25)o 





2 . 
(26) 


NOTES 


Basic earnings per share were computed by dividing income available to common shareholders by the weighted 
average number of shares of common stock outstanding during the year. Diluted earnings per share were deter- 
mined based on the assumption that the convertible preferred stock was converted upon issuance on ‘August 22, 
1994. In 1998, the Company adopted SFAS No. 128, "Earnings per Share." As a result the Company's reported 
earnings per share for 1997 and 1996 were recalculated. However, there was no difference in diluted earnings per 
share under SFAS No. 128 and previously reported fully diluted earnings per share (EPS) for 1997 and 1996 as 
adjusted for the March 23, 1998, and September 22, 1997, five-for-four common stock splits. 


6. COMMITMENTS AND CONTINGENCIES: 


During 1998 the Company entered into a $100.0 million leveraged lease facility. At January 30, 1998, the Company 
and certain subsidiaries were committed for retail store, distribution center, and administrative office space in the 
following fiscal years under non-cancelable operating lease agreements, including the $100.0 million leveraged 
lease facility, requiring minimum annual rental payments of (in millions): 1999, $57.9; 2000, $39.6; 2001, $23.7; 
2002, $16.0; 2003, $9.4 and $58.1 in later fiscal years. The Company had $260.0 million in facilities at January 30, 
1998, and January 31, 1997, available for the issuance of letters of credit. Most leases included renewal options for 
periods ranging from two to five years and provisions for contingent rentals based upon a percentage of defined 
sales volume. 


Rent expense under all operating leases was as follows: 


(in thousands) 1998 1997 1996 
Minimum rentals $71,694 $57,054 $46,166 
Contingent rentals 12,342 10,232 9.891 
Total rentals $84,036 $67,286 $56,057 


The Company was involved in litigation, investigations of a routine nature and various legal matters during fiscal 
1998 which are being defended and handled in the ordinary course of business. While the ultimate results of 
these matters cannot be determined or predicted, management believes that they will not have a material adverse 
effect on the Company's results of operations or financial position. 


7. EMPLOYEE BENEFITS: 


Through December 31, 1997 the Company had two noncontributory defined contribution retirement plans cover- 
ing substantially all full-time employees. Expense for these plans was approximately $4.9 million, $4.7 million, and 
$3.0 million in 1998, 1997 and 1996, respectively. 


Effective January 1, 1998, the Company established a 401(k) savings and retirement plan that replaced the previ- 
ous defined contribution plans and the assets of the defined contribution plans were merged into the new 401(k) 
plan. All employees who have completed 12 months of service and reached age 21 are eligible to participate in 
the plan. Under the plan, employees can make contributions up to 15% of their annual compensation. Employee 
contributions, up to 6% of annual compensation, are matched by the Company at the rate of $0.50 on the dollar. 
The Company also contributes annually to the plan an amount equal to 2% of each employee's annual compensa- 
tion. 


Effective January 1, 1998, the Company also established a supplemental retirement plan and compensation deferral 
plan for highly compensated employees. The supplemental retirement plan is a noncontributory defined contribu- 
tion plan with annual Company contributions ranging from 2% to 12% of base pay plus bonus depending upon 
age plus years of service and salary level. Under the compensation deferral plan participants may defer up to 50% 
of base pay and 100% of bonus, reduced by any deferral to the 401(k) plan. 
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NOTES 


8. CAPITAL STOCK: 


The authorized capital stock of the Company consists of common stock and preferred stock. 


On August 22, 1994, the Company exchanged 1,715,742 shares of Series A Convertible Junior Preferred Stock for 
the 8,578,710 shares of Dollar General common stock owned by C.T.S, Inc., a personal holding Company con- 
trolled by members of the Turner family, the founders of Dollar General. The Series A Convertible Junior 
Preferred Stock was authorized by the Board of Directors out of the authorized but unissued preferred stock 
approved by the Company's shareholders in 1992. The exchange, negotiated and recommended by a special com- 
mittee of the Company's Board of Directors, came in response to a request from C.T.S, Inc. to consider a transac- 
tion to meet estate planning needs of the Turner family. The Series A Convertible Junior Preferred Stock is (i) con- 
vertible into common stock pursuant to the terms and conditions set forth in the Restated Articles of Incorporation 
and (ii) is voted with the common stock on all matters presented to the holders of common stock. The Series A 
Convertible Junior Preferred Stock is convertible at the option of the holder. During the three years following 
August 22, 1996, the conversion ratio increases from 90% of the initial exchange ratio of five shares of common 
stock for each share of Series A Convertible Junior Preferred Stock converted (adjusted for all intervening stock 
splits or adjustments) to 100% of the initial exchange ratio (as adjusted). Additionally, the Series A Convertible 
Junior Preferred Stock is not transferable by the holders thereof, participates in dividends paid on common stock, 
and is entitled to receive preferential payment in the event of liquidation. 


9. STOCK INCENTIVE PLANS: 


The Company has established stock incentive plans under which options to purchase common stock may be 
granted to executive officers, directors, key employees and non-employee directors. 


All options granted in 1998, 1997 and 1996, under the 1995 Employee Stock Incentive Plan, the 1993 Employee 
Stock Incentive Plan, and the 1993 Employee Stock Incentive Plan (the "Employee Plans") and the 1995 Outside 
Directors Stock Option Plan (the "Director Plan"), were non-qualified stock options issued at a price equal to fair 
market value of the Company's common stock on the date of grant. Non-qualified options granted under these 
plans have an expiration date of no later than ten years following the date of grant and have a vesting period of 
no less than one year. Although the Employee Plans and the Director Plan provide the Company with the ability 
to grant Incentive Stock. Options, no such grants were made during the last three fiscal years. 


Under the Employee Plans, grants are made to key management employees ranging from executive officers to 
managers and assistant managers as well as other employees as prescribed by the Company's Corporate 
Governance and Compensation Committee of the Board of Directors. Generally, the number of options granted 
and vesting schedules are directly linked to the employee's position within the Company, achievement of individ- 
ual performance objectives, and the Company's achievement of earnings per share goals. 


The Director Plan provides for grants to non-employee directors according to a formula as defined in the plan. 
The number of shares granted is tied to current director compensation levels and the market price of the stock. 


The Company applies APB Opinion No. 25, "Accounting for Stock Issued to Employees," and related interpreta- 
tions in accounting for its plans. The exercise price of options awarded under these plans has been equal to the 
fair market value of the underlying common stock on the date of grant. Accordingly, no compensation expense 
has been recognized for its stock-based compensation plans. Had compensation cost for the Company's stock- 
based compensation plans been determined based on the fair value at the grant date for awards under these plans 
consistent with the methodology prescribed under SFAS No. 123, "Accounting for Stock-Based Compensation," net 
income and earnings per share would have been reduced to the pro forma amounts indicated in the table below. 
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NOTES 


(Amounts in thousands except per share data) 


Net income - as reported 
Net income - pro forma 


Earnings per share - as reported 
Basic 
Diluted 

Earnings per share - pro forma 
Basic 
Diluted 


1998 
$144,628 
$138,262 
S 1.00 
S$ 0.84 
S 0.96 
S$ 0.81 


1997 
$ 115,100 
$ 111,618 
$0.80 
$ 0.67 
$ 0.79 
$ 0.65 


1996 
$ 87,818 
$ 86,281 
$ 0.61 
$ 0.51 
$ 0.62 
$ 0.51 


Earnings per share have been adjusted to give retroactive effect to all common stock splits including the split dis- 


tributed on March 23, 1998. 


The pro forma effects on net income for 1998, 1997 and 1996 are not representative of the pro forma effect on net 
income in future years because they do not take into consideration pro forma compensation expense related to 
grants made prior to 1996. The fair value of options granted during 1998, 1997 and 1996 is $7.55, $4.39 and $3.54 


per share, respectively. 


The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model 


with the following assumptions: 


Expected dividend yield 

Expected stock price volatility 
Weighted average risk-free interest rate 
Expected life of options (years) 


1998 


0.7% 
40.0% 

6.2% 

3.0 


1997 


0.7% 
40.0% 

6.0% 

3.0 


1996 
0.7% 

40.0% 
6.6% 
3.0 


The summary of the status of all of the Company's stock incentive plans as of January 30, 1998, January 31, 1997 
and 1996, and changes during the years then ended is presented below: 


Balance, January 31, 1995 
Granted 

Exercised 

Canceled 

Balance, January 31, 1996 
Granted 

Exercised 

Canceled 


Balance, January 31, 1997 
Granted 

Exercised 

Canceled 


Balance, January 30, 1998 
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Shares 


Under Plans 


13,553,378 
3,603,295 
(3,023,013) 

(564,568) 


13,569,092 
4,827,925 
(2,767,808) 
(1,298,918) 
14,330,291 
3,209,218 
(3,850,920) 

(847,599) 


12,840,990 


Weighted Average 


Exercise Price 


$ 6.57 
10.80 
D193 
7.47 


8.31 
13.69 
7.05 
O11 


8.80 
22.99 
7.98 
12.53 


$12.99 





eee 


NOTES 


The following table summarizes information about stock options outstanding at January 30, 1998: 


Options Outstanding Options Exercisable 


Number Weighted Average Number Weighted 

Range of Outstanding Remaining Weighted Average Exercisable Exercise 
Exercise Prices at 1/30/98 Contracted Life Exercise Price at 1/30/98 Price 

$ 0.73 to $10.00 3,492,229 4.9 years $ 5.27 2,509,354 $ 5.19 
10.01 to 16.00 6,205,468 7.5 12.28 3,314,906 11.81 
16.01 to 31.70 3,143,293 8.9 22.98 625 17.92 
$ 0.73 to $31.70 12,840,990 7.1 years $ 12.99 5,824,885 $ 8.96 


At January 30, 1998, shares available for granting of stock options under the Company's stock option plans were 
5,506,438 shares. 


10. QUARTERLY FINANCIAL DATA (UNAUDITED): 

The following is selected unaudited quarterly financial data for the fiscal years ended January 30, 1998, and 
January 31, 1997. Amounts are in thousands except per share data, and per share data has been adjusted for the 
March 23, 1998, and September 22, 1997, five-for-four stock splits. 


Quarter First Second Third Fourth Year 
1998: 

Net Sales $ 520,014 $ 596,820 $649,400 S$ 861,091 $ 2,627,325 
Gross Profit 141,855 160,156 183,784 256,340 742,135 
Net Income 19,294 26,716 33,618 65,000 144,628 
Diluted Earnings Per Share S 0.11 S 0.16 S 0.20 S 0.38 S$ 0.84 
1997: 

Net Sales $ 455,856 $ 494,389 $ 508,977 $ 675,176 $ 2,134,398 
Gross Profit 123,374 133,728 148,634 199,059 604,795 
Net Income 15,024 21,885 26,642 51,549 115,100 
Diluted Earnings Per Share $ 0.09 $ 0.13 Ss OeED $ 0.30 $ 0.67 


11. SUBSEQUENT EVENT: 
On March 23, 1998, the Company distributed a five-for-four common stock split payable to shareholders of record 
on March 9, 1998. The effect of the stock split has been retroactively reflected as of January 30, 1998, in the con- 
solidated balance sheet and statement of changes in shareholders' equity, but activity for fiscal 1997 and prior 
periods was not restated in those statements. All references to the number of common shares and per share 
amounts elsewhere in the consolidated financial statements and related footnotes have been restated as appropri- 
ate to reflect the effect of the split for all periods presented. 
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CORPORATE INFORMATION 


ABOUT THE COMPANY 
Dollar General Corporation operates general merchandise stores which feature quality merchandise at everyday 
low prices and serve low-, middle-, and fixed-income families. All of the Company’s stores are located in the 

United States, predominantly in small towns in 24 midwestern and southeastern states. 


ANNUAL MEETING 

Dollar General Corporation’s annual meeting of stockholders is scheduled for 10:00 a.m. local time on Monday, 
June 1, 1998, at the Goodlettsville City Hall Auditorium in Goodlettsville, Tennessee. Stockholders of record as of 
April 15, 1998 are entitled to vote at the meeting. 


10-K REPORT/SALES INFORMATION 

A copy of Dollar General Corporation’s Annual Report on Form 10-K, filed with the Securities and Exchange 
Commission, is available to shareholders without charge. Requests should be directed to Dollar General 
Corporation, Investor Relations, 104 Woodmont Boulevard, Suite 500, Nashville, Tennessee 37205. For weekly 
sales information, call 615-783-2117. Dollar General’s web site can be reached at www.dollargeneral.com. 


NYSE: DG 
The common stock of Dollar General Corporation is traded on the New York Stock Exchange, trading symbol 
“DG.” The approximate number of stockholders of record of the Company's common stock as of April 1, 1998, 


¥ 


was 4,000. 

EXECUTIVE OFFICES TRANSFER AGENT 

Dollar General Corporation Registrar and Transfer Company 
104 Woodmont Boulevard, Suite 500 P. O. Box 1010 

Nashville, Tennessee 37205 10 Commerce Drive 
615-783-2000 Cranford, New Jersey 07016 


908-497-2300 or 800-866-1340 


INDEPENDENT ACCOUNTANTS 

Deloitte & Touche LLP Inquiries regarding stock transfers, 

Nashville, Tennessee lost certificates or address changes 
should be directed to the transfer 
agent listed above. 


DIVIDENDS AND STOCK PRICES BY QUARTER 

The Company's common stock is traded on the New York Stock Exchange under the symbol "DG." The following 
table sets forth the range of the high and low sale prices of the Company's common stock during each quarter in 
the two most recent fiscal years as reported on the New York Stock Exchange. Prices have been restated to reflect 
the five-for-four common stock splits distributed on March 23, 1998, and September 22, 1997, and have been 
rounded to the nearest one-eighth. All dividends, as adjusted, have been rounded to the nearest whole cent. 


Fiscal Year 1998 First Second Third Fourth 
High $22 5/8 $29 5/8 $30 3/4 $32 
Low | 16 3/4 18 1/2 23 24 1/2 
Dividend as declared .05 .04 .04 .04 
Dividend as adjusted .03 .03 .03 .04 
Fiscal Year 1997 First Second Third Fourth 
High $13 5/8 $15 $17 3/4 $17 1/8 
Low 9 5/8 12 8 14 14 1/4 
Dividend as declared 05 05 05 05 
Dividend as adjusted .03 .03 .03 03 
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DIRECTORS AND OFFICERS 





DIRECTORS 

Back, left to right: Reginald D. Dickson, ‘// Chairman-Buford, Dickson, Harper and Sparrow, Inc.; James L. 
Clayton, ‘// Chairman and CEO-Clayton Homes, Inc.; Jobn B. Holland, ‘ 1)" Retired President and COO-Fruit of 
the Loom, Inc.; Wallace N. Rasmussen, (2) Retired Chairman-Beatrice Foods, Inc.: William S. Wire, II, ‘ 2)" 
Retired Chairman-Genesco, Inc.; David M. Wilds, ‘“) President-Nelson Capital Partners III, L.P. Front, left to right: 
Cal Turner, Jr., Chairman and CEO; Cal Turner, Founder; and Barbara M. Knuckles ,// Director of Corporate 


and External Relations-North Central College. 
(1) Audit Committee Member 
Pi - ~ - ° 7 ; 
(2) Corporate Governance and Compensation Committee Member 


e . ,. . 
(”) Committee Chairman 


CORPORATE OFFICERS 


Cal Turner, Jr. Chairman and Chief Executive Officer 

Bob Carpenter Vice President, Chief Administrative Officer 

Mike Ennis Vice President, Store Growth and Development 

Troy Fellers Vice President, Distribution 

Tom Hartshorn Vice President, Merchandising Operations 

Holger Jensen Vice President, Management Information Services 

Susan Milana Vice President, Human Resources and Employee Services 
Stonie O’Briant Vice President, Merchandising and MIS 

Phil Richards Vice President, Chief Financial Officer 


Randy Sanderson Vice President, Controller 
Leigh Stelmach Executive Vice President, Operations 
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A CUSTOMER-DRIVEN DISTRIBUTOR 
OF CONSUMABLE BASICS 





